
QVC. QVC is a retailer of a wide range of consumer products, which are marketed and sold 
primarily by merchandise-focused televised shopping programs and via the Internet. In  the United 
States, QVC’s programs arc aired through its nationally televised shopping network 24 hours a day 
(“QVC-US”). Internationally, QVC’s program services are based in the United Kingdom (“QVC-UK’), 
Germany (“QVC-Germany”) and Japan (“OVC-Japan”). QVC-UK broadcasts 24 hours a day with 
17 hours of live programming, and QVC-Germany and QVC-Japan each broadcast live 24 hours a day. 

%Us ended Deanbcr 31. 
2006 2005 2ow 

(amounts in millions) 
~ _ _ ~  

. . . .  . . . . . . . . . . . . . . . . . . . . . . . .  Net rrvenue ~ ~ . .  $7,074 6,501 5,687 
Cost of sales . . . . . .  (4,425) (4,112) (3,594) 

Operating expenscs (579) (570) (497) 
SG&A expenses (cxcluding stock-hascd compensation (413) (397) (366) 

Operating cash flow . . . . .  1,656 1,427. 1,230 

Depreciation and amortization . . . . . . . . . . . . . . . .  (476) (449) (437) 
$1,130 921 760 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
~~~ 

tiross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,648 2,389 2,093 
. . . . . . . . . . . . . . . . . . . . . . . . . .  

_ _ _ _ _ _  
. . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . .  . . . .  Stock-based compensation (50) (52) (33) 
~ _ _ ~  

. . .  . . . . . . . . . . . . . . .  . . . . . . . . .  _ _ ~ _ _  _ _ ~ ~  Operating income. . . .  

Net rcvcniic is generated in the following gcographical areas: 

Yean rnded Jkcernbcr 31, 
2006 2ws 2004 
(anmmls in millions) 
_ _ _ -  

u v c - c s  . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $4,983 4,640 4,141 
QVC-UK . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  . 612 554 487 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . .  OVC-Germany . . .  848 781 643 
OVC-.lapan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  631 526 416 

$7,074 6,501 5,687 
_ _ - -  
_ _ - -  ~ - -  

QVC‘s net revcnue incrcascd 8.8% and 14.3% for the years ended December 31, 2006 and 2005, 
respectively. as compared to the corresponding prior year, as average sales per customer increased in 
hoth years. The 2006 increase in revenue is comprised of a $582 million increase due to an increase in 
the number of units shipped from 154.4 million to 165.7 million and an $88 million increase due to a 
2.0% increase in the averagc sales price per unit (“ASP). The revenue increases were partialiy nffset 
hy a $11 million decreasc due to unfavorable foreign currency rates and an $86 million decrease due 
primarily to an increase in estimated product returns. Returns as a percent of gross product revenue 
increased from 18.0% in 2005 to 18.5% in 2006 due to a continued shift in the mix from home 
products to apparel and accessories products, which typically have higher return rates. 

The 2005 increase in revenue is comprised of a $779 million increase due to an increase in the 
number of units shipped from 13R.O million to 154.4 million and a $204 million increase due to a 3.7% 
increase in the ASP. The revenue increases were partially offset by a $145 million decrease due 
primarily to an increase in product returns and a $24 million decrease due lo unfavorable foreign 
currency exchange rates. Returns as a percent of gross product revenue increased from 17.6% in 2oW 
[o 18.0% in uK1S due to a shift in the sales mix from home products to jewehy, apparel and accessories 
products. 
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percentagc ot sales. In 2006, more distributors started to receive payments based on sales volume 
rather than a fixed fee per subscriber. QVC‘s had debt provision decreased as a percent of net revenue 
in XM duc to lower wriledfs on QVC‘s private label credit card. As a percent of net revenue, order 
processing and customer service expenses remained constant in 2006, but decreased in each segment in 
2 0 5  as compared to 2004. The 2005 decrease is the result of reduced personnel expense due to 
increased Internet sales, and operator efficiencies in call handling and staffing. QVC‘s 
telecommunications expenses as a percent of revenue remained consistent in 2w6, hut decreased in 
2W5 due to new contracts with certain of its service providers. Credit card processing fees remained 
consistent as a percent of net revenue for each of the years ended December 31, 2M)6, 2M15 and 2004. 

QVC’s SG&A expenses include personnel, information technology, marketing and advertising 
expenses. Such expenses increased 4.0% and 8.5% during the years ended December 31, 2006 and 
2005, respectivrly, as compared to the corresponding prior year. Due to the fixed cost and dizretionary 
natllre of many of these expenses, SG&A expenses increased at a lower rate than revenue in 2036. In 
addition, QVC settled certain franchise tax audit issues and reversed $15 million of reserves recorded 
in prior years. The majority of the 2W5 increase reflects a $23 million increase in personnel costs due 
to the addition of employees to support the increased sales of QVC‘s foreign operations. In addition, 
statutory sales and use tax increased $6 million in 2005. 

UVC’s depreciation and amortization expense increased for the years ended December 31, 2006 
and 2005. Such incrcascs are due to fixed asset and software additions. 

Capital Group 

The other tracking stock created in our restructuring is intended to reflect the separate 
performance of the Capital Group. The Capital Group is comprised of our subsidiaries and assets not 
attributed to the Interactive Group, including controlling interests in S tan  Entertainment, Starz Media, 
FUN and ’RuePosition, as well as minority investments in News Corporation, Time Warner Inc., Sprint 
Nextel Corporation and other public and private companies and $4,580 million principal amount (as of 
December 31, 2006) of OUT existing publicly-traded debt. 

We acquired the US. and U.K. operations of Starz Media from IDT Corporation (“IDT”) in 
August 2006, and the Canadian and Australian operations in September 2006. The aggregate 
consideration was valued for accounting purposes at $525 million and was comprised of 14.9 million 
shares of IDT Class B common stock, 7,500 shares of IDT Telecom, Inc., a subsidiary of IDT, and 
$200 million in cash. S t a n  Media’s operations include animated feature film production, proprictary 
live action and animated series production, contracted 2D animation production and DVD distribution. 

The following discussion and analysis provides information concerning the attributed results of 
operations and financial condition of the Capital Group. Although our restructuring was not completed 
until May 9, 2006. the following discussion is prcsented as though the restructuring had hecn completed 
on January 1, X(XK. This diwwion should he read in conjunction with (1) our consolidated financial 
statements and notes thereto included elsewhere in this Annual Report on Form 10-K and (2) the 
Unaudited Attributed Financial Information for nacking Stock Groups filed as Exhibit 99.1 to this 
Annual Report on Form 10-K. 
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Results of Uperatiam 

Ycara cndd Deruaber 31. 
1006 2MLs MM 

(amaunts im millions) 
_ _ - _  

Revenue 
Etar7. Entertainment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,033 1,004 963 
Corporate and Other . . 254 141 93 

~ _ = _ ~  $1,287 1,145 1,056 
Operating Carh Flow (OCJFC;) 
Starz Entertainment . . $ 186 171 239 
Corporate and Other . . (83) (47) (72) 

~~- $ 103 124 167 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
~ - -  

. . . .  . . . . . . . . . . . . . . . . . . . . .  
. . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  _ _ - _  

~ - _ _ _  
Operating lncame (Loss) 

Corporate and Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (272) (77) (108) 
Starz Entenainmcnt . . . . . . . . . . . . . . . . . . . .  . . $ 163 105 148 

~ $(109) 3 2 
_ _ - -  
__ - __ 

Revenue. Thc Capital Group's comhincd revenue increased $142 million or 12.4% and $89 million 
or X.475 for the years ended December 31, 2006 and 2005, respectively, as compared to the 
corresponding prior year. The 2006 increase is due to S tan  Entertainment, as well as our acquisitions 
of Starz Media and FUN, which contrihuted $86 million and $42 million of revenue, respectively. Thc 
2005 revenue increase was driven primarily by a $77 million increase for TiwePosition and a $41 million 
increase for Starz Entertainment. TruePosition's revenue increased as 11 continued to increase delivery 
and acceptance of its equipment in Cingular Wireless's markets. 

In Novemhcr 2006. TruePosition signed an amendment to its existing services contract with 
Cingular Wireless that requires RuePosition to develop and deliver additional software features. 
Because vcndur specific objectivc cvidmce related to thc value of thcse additional features does not 
exist, 'IiePosition is required to defer revenue recognition until all of the features have been delivered. 
TruePosition cstimates that these features will he delivered in the first quarter of 2008. Accordingly, 
'IiuePusitivn will nut recognize any revenue under this contract until 2OOX. TruePosition recognized 
approximately 5105 million of rcvenuc undcr this cnntract in Xi36 prior to signing the  amendment. 

Operating cash flow. Tlie Capital Group's operating Cash Flow decrrdsed $21 million or 16.9% 
and $43 million or 25.79X in 2006 and 2005, respectively, as compared to the corresponding prior year. 
The decrease in 2006 is due primarily to an operating cash flow deficit generated by Starz Media, as 
advertising costs for the animated film Everyone's Hero exceeded the revenue it earned. "he increase in 
operating cash flow for Starz Entertainment was partially oftset by an operating cash flow deficit of 
$1  I million for FUN.  7 h e  2005 dccrease is due primarily to a $68 million decrease for Starz 
Entertainment, partially offset by a $30 million improvement for TruePosition. 

Impairment of long-lived arsefs. We acquired our interest in FUN in March uM6. Subsequent to 
our acquisition, the market value ot FUN's stock has declined significantly due to the performance of 
certain of FUN's subsidiaries and uncertainty surrounding government legislation of Internet gambling 
which wc helieve the markel pcrccivcs as piitentially impacting FIJNs skill gaming husiness. In 
connection with our annual evaluation of the recoverability of FUN's goodwill. we receivcd a third- 
party valuation, which indicated that the carving valuc of FUNS goodwill exceeded its market value. 
Accordingly, we recognized a $111 million impairment charge related to goodwill and a $2 million 
impairment charge related to trademarks. 
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Operaling income (loss). The improvement in operating income for Stan Entertainment in 2006 
was more than offsct by operating losses for Starz Media and FUN, as well as an increase in corporate 
stuck compensation expense. The 2005 decrease in operating income for Starz Entertainment was 
partially offset by lower amortization of corporate intangibles and lower corporate stock compensation 
expense. 

Sfarz Enfedunmenf. Historically, Starz Entertainment has provided premium programming 
distributed by cable operators, direct-to-home satellite providers and other distributors throughout the 
United States. In addition, Starz Entertainment has launched Vongo, a subscription Internet service 
which is comprised 01 Stan and other movie and entertainment content. Vongo also offers content on a 
pay-per-view basis. Through 2uO6, virtually all of Stan  Entertainment’s revenue continues to be derived 
from the delivety of movies to subscribers under affiliation agreements with television video 
programming distributors. Some of Starz Entertainment’s affiliation agreements provide for payments 
to Starz Entertainment based on the number of subscribers that receive S tan  Entertainment’s services. 
Stan Entertainment also has fixed-rate aftiliation agreements with certain of its customcrs. Pursuant to 
these agreements, the customers pay an agreed-upon rate regardless of the number of subscribers. The 
agreed-upon rate is contractually increased annually or semi-annually as the case may be, and these 
agreements, expire in 20M through 2012. During the year ended December 31,2006,67.8% of Starz 
Entertainment’s revenue was generated by its four largest customers, Comcast, Echostar 
Communications, DireclV and ‘lime Warner. Starz Entertainment‘s affiliation agreement with DirecTV 
expired on June 30; 2006. In addition, the affiliation agreement with Time Warner, which originally 
expired on December 31, 2006, has been extended through May 31, 2007 with provisions for further 
cxtensions through June 30, 2007. Starz Entertainment is currcntiy in negotiations with DirecTV and 
‘rime Warner regarding new agrcements. There can he no assurance that any new agrccmcnts with 
DirecTV o r  Time Warner will have economic terms comparable to the old agreements. 

Starz Entertainment’s operating results are as follows: 

Y~an add Dercmkr 31, 

2006 2w5 2 0 4  
(uaounb in millions) 
_ _ _ _  

Revenue . . . . .  . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  $1,033 1,004 963 
. . . . . . . . . . . . . . . . . . . . . . . . . . . .  (741) (706) (603) 

Stock-based compcnsation 3 (17) (28) 
Depreciation and amortization (26) (49) (63) 

Operating inrome ~ . . ~~ . . . . . . . . . . . . . . . . . . . . .  $ 163 1M 148 

. . . . . . . . . . . . . . . . . . . . . . . . . .  (106) (127) (121) SG&A expenses. _ _ _ _ _  
Operating cash flow . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  186 171 239 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  

- = =  

Starz Entertainment’s revenue increased 2.9% and 4.3% for the years ended December 31, WOh 
and 2005, respectively, as compared to the corresponding prior year. The 2006 increase is due tu a 
$56 million increase resulting from an increase in the average number of subscription units for Starz 
Entertainment’s services partially offset by a $27 million decrease due to a decrease in the effective 
rate for Stam Entertainment services. The 2lXlS increase in revenue is due to an $85 million increase 
resulting from a rise in the averagc number of subscription units for Starz Entertainment’s services 
partially offset by a $52 million dccrcase due to a reduction in the effective rate for Starz 
Eotci tainment’s services. 

Starz EnLertainment’s Starz movie senice and its Encore and Thematic Multiplex channels 
(“EMP’) movie sewice are the primary drivers of S tan  Entertainment’s revenue. Stan average 
subscriptions increased 5.7% and 6.79% in 2006 and 2w5, respectively; and EMP average suhscriptions 
increased 6.6% and 8.0%) in 2006 and 2005. respectively The effects on revenue of these increases in 
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subscriptions units are somewhat mitigdted by the fixed-rate affiliation agreements that Staz  
Entertainment has entered into in rccent years. 

At December 31, 2006, cable, direct broadcast satellite, and other distribution represented 66.6%, 
31.6% and 1.870, respectively, of Starz Entertainment’s total snhscription units. 

Starz Entertainment’s operating expenses increased $35 million or 5.0% and $103 million or 17.1% 
for the years ended Decemher 31, 2006 and 2005, respectively, as compared to the corresponding prior 
year. Such increases are due primarily to increases in programming costs, which increased from 
$S64 million in 2004 tu $668 million in 2005 and to $703 million in 2006. The 2006 programming 
increase is ~ U K  primarily to $63 million of additianal amortization of deposits previously made under 
ccrtain of its output arrangements. Such amortization was partially offset by a lower cost per title for 
mows under certain license agreements and a decrease in programming costs due to a lower 
percentage of fist-run movie exhibitions (which have a relatively higher cnst per title) as compared to 
the number of library product exhibitions. The 2005 increasr in programming costs is due to (1) a 
$55 million increase resulting from a higher percentage of first-run movie exhibitions as compared to 
thc numhcr oi library product exhibitions in 2005 and (2) a $49 million increase due to a higher cust 
per title for movie titles under certain of Starz Entertainment’s license agreements. 

costs due to Starz Entertainment receiving fewer first-run titles under certain of its output 
arrangements in 2007. This estimate is subject to a number of assumptions that could change 
depending on the number and timing of movie titles actually becoming available to S tan  Entertainment 
and their ultimate box office performance. Accordingly, the actual amount of costs experienced hy Starz 
Entertaiilment may differ from the amounts noted above. 

S.[Ir/u during 2006 and 2005, respectively, as compared to the corresponding prior year. The 2006 
decrease iF due primarily lo lower sales and marketing expenses of $18 million due to the elimination 
of certain marketing support commitments under the Comcast affiliation agreement and less marketing 
with other affiliates, partially offset by marketing expenses related to the commercial launch of Vongo. 
The uK)5 increasc in SG&A expenses is due to ( I )  $11 million of consulting and marketing expcnses 
incurred in connection with Starz Entertainment’s 2005 development and 2W6 launch of Vongo, and 
(2) a $12 million credit recorded by Starz Entertainment in 2004 related to the recovery of certain 
accounts receivable from Adelphia Communications and othcr customers. These increases were offset 
by a $16 million dccrcasc in salcs and marketing as Starz Entertainment participated in fewer national 
marketing canipaigns and obtained reduced marketing commitments under a new affiliation agreement 
with Cnnic.ast in 21M. 

Starz Entertainment expects that its programming costs in 2007 will be 6%-9% lower than Ihe 2006 

Starz Entertainment’s SG&A expenses decreased $21 million or 16.5% and increased $6 million or 

Starz Entertainment has outstanding phantom stock appreciation rights held by its former chief 
cxecutive officcr. Compensation relating to the phantom stock appreciation rights has been recorded 
based upon the estimated fair value of S tan  Entertainment. The amount of expense associated with the 
phantom stock appreciation rights is generally based on the vesting of such rights and the change in the 
fair value of Starz Entertainment. 

Item 7A. Quanrirativr and Qmlilativr Disclosures aboul Markel Risk. 

financial activities and our subsidiaries in different foreign countries. Market risk refers to the risk of 
loss arising from adverse changes in stock prices, interest rates and foreign currency exchange rates. 
The risk of loss can be assessed from the perspective of adverse changes in fair values, cash flows and 
future earnings. We have established policies, procedures and internal processes governing our 
management of market risks and the use of financial instruments to manage our exposure to such risks. 

We are exposed lo market risk in the normal course of business due to our ongoing investing and 

11-29 

LMC I 1) 00001 97 

- . I.. . .. . - . ,,. .. ... . .... ,. . ~ .....-,...,-I_ ~- -~ 



We are cxposed to changes in interest rates primarily as a result of our borrowing and investment 
activities, which include investments in fixed and floating rate deht instruments and borrowings used to 
maintain liquidity and to fund husincss operations. The nature and amount of our long-term and 
short-term deht are expectcd to vary as a result of future requirements, market conditions and other 
factors. We manage our exposure to interest rates by entering into interest rate swap anangements and 
by maintaining what we believe is an appropriate mix of fixed and variable rate debt. We helieve this 
best protects us from interest rate risk. We have achieved this mix by (i) issuing fixed rate deht that we 
believe has a low stated interest rate and significant term to maturity and (ii) issuing variable rate debt 
with appropriate maturities and interest rates. As of December 31, 2006, the face amount of the 
Interactive Group's fued rate deht (considering the effects of interest rate swap agreements) was 
$5,374 million, which had a weighted average interest rate of 6.5%. The Interactive Group's variable 
rate debt of $1,026 million had a weighted average interest rate of 6.1% at December 31, 21306. As of 
December 31, 2006, the face a m o u t  of the Capital Group's fixed rate debt was $4,584 million, which 
had a weighted average interest rate of 2.070. 

Each of the Interactive Group and the Capital Group is exposed to changes in stock prices 
primarily as a result of our significant holdings in publicly traded securities. We continually monitor 
changes in stock markers, in general, and changes in the stock prices of our holdings, specifically. We 
helieve that changes in stock prices can be expected to vary as a result of general market conditions, 
technological changes, specific induhtry changes and othcr factors. Wc use equity collars, written put 
and call options and other financial instruments to manage market risk associated with certain 
investment positions. These instrumenis are recorded at fair value based on option pricing models. 
Equily collars provide us with a put option that gives us the rlght to require the counterparty to 
purchase a specified numher of shares of the underlying security at a specified price at a specified date 
in thc future. Equity collars also provide the counterparty with a call option that gives the counterparty 
the right to purchase the same securities at a specified price at a specified date in the future. The put 
tiption and thc call option generally have equal fair values at the time of origination resulting in no 
cash receipts or payments. 

Derivatives affect the fair market value of such AFS Derivatives. Thc following table illustrates the 
impact that changes in the market price of the securities underlying our equity collars that have heen 
attrihuted to the Capital Group would have on the fair market value of such derivatives. Such changes 
in fair market value would be included in realized and unrealized gains (losses) on financial 
instroments in our consolidated statement of operations. 

Among othcr factors, changes in the market prices of the securities underlying our AFS 

Fstinmlrd aggreptr hh value 
Fwilycallars Other Total 

(.mounL3 in nilliana) 

.- 
- _ _  

. . . . . . . . . . . . .  . . . . . . . . . .  Fdir  value at Deczmher 11, 2006 $ 802 181 983 
5% increase in market prices . . . . . . .  . . . . . . . .  . . . . .  $ 663 208 871 
10% increase in market prices. . . . . . . . . . . . . . . . .  $ 521 235 756 

10% decrease in markct prices . . . . . .  ..... $1,069 121 1,196 
570 demeasc in market prices . . . . . . . . . . . . . . . .  . $ 937 154 1,091 

At December 31, 2LW6, the fair value of our AFS securities attributed lo the Interactive Group was 
$2,572 million and the fair value of our A t 5  securities attrihuted to the Capital Group was 
$19,024 million. Had the market price of such securities been 10% lower at December 31, 2006, the 
aggregate valur id such securitics would liave been $257 million and $1,902 million lower, respectively, 
resulting in a decrease to unrealized holding gains in other comprehensive earnings. The decrease 
attributable to the Capital Group would he partially offset by an increase in the value of our AFS 
Derivatives as noted in the table ahove. 
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From time to time and in connection with certain of our AFS Derivatives, we borrow shares of the 
underlying securities from a counterparty and deliver these borrowed shares in settlement of maturing 
derivative positions. In these transactions, a similar numher of shares that we have attributed to the 
Capital Group have been posted as collateral with the counterparty. These share borrowing 
arrangements can be terminated at any time at our option by delivering shares to the countcrparty. ' lhe 
counterparty can terminate these arrangement? at any time. The liability under these share borrowing 
arrangements is marked to market each reporting period with changes in value recorded in unrealixd 
gains or losses in the Capital Group's attributed statement of operations. The shares posted as 
collateral under these arrangements continue to be treated as W'S securities and are marked to market 
each reporting period with changes in value recorded as unrealized holding gains or losses in other 
comprehcnsive earnings. 

The Interactive Group is exposed tn foreign exchange rate fluctuations rclated primarily to the 
monetary assets and liabilities and thc financial results of QVC's foreign subsidiaries. Assets and 
liabilities of foreign subsidiaries for which the functional currency is the local currency are translated 
into US. dollars at period-end exchange rates, and the statements of operations are generally 
1rdnSkdted at the average exchange rate for the period. Exchange rate fluctuations on translating foreign 
currency financial statements into U.S. dollars that rcsult in unreatized gains or losses are referred to as 
translation adjustments. Cumulative translation adjustments are recorded in other comprehensive 
earnings (loss) as a separate component of stockholders' equity. %ansaclions denominated in currencies 
other than the functional currency are recorded based on exchange rates at the time such transactions 
arise. Subscqucnt changes in exchange rates result in transaction gains and losscs, which are reflected 
in income as unrealized (based on period-end translations) or realized upon settlement of the 
transactions. Cash flows from ciur operations in foreign countries are translated at the average rate for 
thc period. Accordingly, the Interactive Group may experience economic loss and a negative impact on 
carnings and equity with respect to our holdings solely as a result of foreign currency exchange rate 
fluctuations. 

From time to tune we enter into debt swaps and swap arrangements with respect to our or third- 
party public and private indebtedness. Under these arrangements, we initially post collateral with the 
counterparty equal to a contractual percentage of the value of the referenced securities. We earn 
interest income based upon the face amount and stated interest rate of the referenced securities, and 
we pay interest expense at market rates on thc amount funded by the counterparty. In  the event the 
fair value of the underlying debt securities declines morc than a predetermined amount, we are 
required to post cash collateral for the decline, and we record an unrealized loss on financial 
instruments. The cash collalrral ia further adjusted up or down for subsequent changes in fair value of 
tlir underlying deht security. At Dcccmbcr 31, 2006, the aggregate notional amount of debt securities 
rcfcrcnccd under our debt swap arrangements, which rclated to $830 million principal amount of 
certain of our puhlicly traded debt, was $592 million. As of such date, we had posted cash collateral 
equal to $109 million. In thc went the fair value of the referenced debt srcurities were to fall to zero, 
we would be required to post additional cash collateral of $483 million. Thc posting of such collateral 
and the related settlement of the agreements would reduce the principal amount of our outstanding 
deht by $830 million. 

We pcriodically assess the effectiveness of our derivative financial instruments. With regard to 
interest ratt: swap, we monitor the fair value or interest rate swaps as well as the effective interest rate 
the interest rate swap yields, in comparison to historical interest rate trends. We. believe that any losses 
incurred with regard to interest rate swaps would be offset by the effects of interest rate movements on 
the underlying deht facilities. With regard to equity collars, we monitor historical market trends relative 
lo values currently present in the market. Wc believe that any unrealized losses incurred with regard to 
equity collars and swaps would be offset hy the effects of fair value changes on the underlying assets. 
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These measures allow our management to evaluate the success of our use of derivative instruments and 
to dctcrmine when to enter into or exit from derivative instruments. 

Our derivative instruments are executed with counterparties who are well known major financial 
institutions with high credit ratings. While we believe these derivative instruments effectively managc 
the risks highlighted above, they are subject to counterparty credit risk. Counterparty credit risk is the 
risk that thc counterparty is unable to perform under the terms of the derivative instrument upon 
settlemcnt of the derivative instrument. To protect ourselves against credit risk associated with these 
counterparties we generally: 

* execute our derivative instruments with several different counterparties. and 

execute equity derivative instrument agreements which contain a provision that requires the 
counterparty to post the “in the money” portion of the derivative instrument into a cash 
collateral account for our benefit, if the respective counterparty’s credit ratingfor its senior 
unsecured debt were to reach certain levels, generally a rating that is below Standard & Poor’s 
rating of A- and/or Moody’s rating of A3. 

Duc to the importance of these derivative instruments to our risk management strategy, we actively 
monitor the creditworthiness of each of these counterparties. Based on our analysis, we currently 
consider nonperformance hy any of our counterparties to he unlikely. 

Our counterparty credit risk by financial institution is summarized below: 

A g p p .  fair valve or 
daivsllve instrunenis DI 

(anounls in millions) 
CO””l*rpdY December 31,2006 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Counterparty A .  6 504 
Counterparty B 494 
Other . . . . . . . . .  . . . . . . .  . . . . . .  . . . . . . . . . . . . . . . . . . .  581 

$1,579 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
__ 

~ 
~ 

item 8. Financial .%emenis nnd Supplementary Darn 

The consolidated financial statements of Liberty Media Corporation are filed under this Item, 
beginning on Page 11-36. The financial statement schedules required by Regulation S-X are filed under 
Item 15 of this Annual Report on Form 1 0 K .  

Item 9. chnnges in and DiSagreementr with AccnunranLr on Accounting and Finnnrial Direbsure. 

None. 

Item 9.4. Confrdr and Procedures. 

In accordance with Exchange Act Rules 13a-15 and 1Sd-IS, the Company carried out an 
evaluation, under the supervision and with the participation of management, including its chief 
executivc officer, principal accounting officer and principal financial officer (the “Executives”), of the 
effectiveness of its disclosure controls and procedurcs as of the end of the period covered by this 
report. Based on that evaluation, the Executives concluded that the Company’s disclosure controls and 
procedures were effcctive as of Decemher 31, 2006 In provide reasonable assurance that information 
required to he disclosed in its reports filed or submitted undcr the Exchange ACI is recorded, 
processed, summarized and reported within the time periods specified in the Securities and Exchange 
Commission’s rules and forms. 
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See page 11-34 for Management's Report on lnrernal Conrrol Over Financial Reporting. 

See page 11~35 for Report oflndependent Regislered Public Accounting Firm for our accountant's 

There has been no change in the Company's internal control over financial reporting that occurred 

attestation regarding our internal control over financial reporting. 

during the three months ended December 31. 2M)6 that has materially affected, or is reasonabiy likely 
tu materially affect, its internal control over financial reporting. 

Irem 9B. &her Informalion. 

None. 
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTlNG 

Liberty Media Corporation’s management is responsible for establishing and maintaining adequate 
internal control C N C ~  the Cumpany’s financial reporting. The Company’s internal control over financial 
reporting is a process designed to providc reasonable assurance regarding the reliability of financial 
reporting and the preparation of the consolidated financial statements and related disclmures in 
accordance with generally accepted accounting principles. The Company’s internal control over 
financial reporting includes those policies and procedures that (1) pertain to the maintenance of 
records that, in reasonable detail, accurately and fairly reflect the transactions of the Company; 
(2) provide rcaonable assurance that transactions are recorded as necessary to permit preparation of 
the consolidated financial statements and related disclosures in accordance with generally accepted 
accounting principles; (3) provide reasonable assurance that receipt? and expenditures of the Company 
are being made only in accordancc with authorizations of management and directors of the Company; 
and (4) provide reasonable assurance regarding prevention or timely detection of unauthorized 
acquisition, use, ur disposition of the Company’s asset? that could have a material effect on the 
consolidated financial statements and related disclosures. 

Because of inherent limitations, internal control Over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the 
risk that conuols may become inadequate because of changes in conditions, or that the degree of 
compliance with the policies and prixulures may deteriorate. 

[if December 31, 2006. In making this assessment, management used the criteria set forth by the 
Committee 01 Sponsoring Organizations of the Readway Commission (“COSO”) in Inrtrnol Conrrol- 
Inrepred Fmmework. 

Based upon our assessment using thc criteria contained in COSO, management has concluded 
that. as of December 31, 2006, Liberty Media Corporation’s internal control over financial reporting is 
cffcctivcly designed and operating effectively. 

Liberty Media Coipmation’s indcyendcrit registered public accountants audited thc cunsolidated 
financial statements and related disclosures in the Annual Report on Form 10K and have issued an 
audit report on management’s assessment of the Company’s internal control over financial reporting. 
This repart appears on page 11-35 of this Annual Report on Form 10-K. 

The Company assessed the design and effectiveness of internal control over financial reporting as 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
The Board of Directors and Stockholders 
Liberty Media Corporation: 

We have audited management's assessment, included in the accompanying Mmagement's Report 
on Internal Control over Financial Reporting appearing on page 11-34, that Liberty Media Corporation 
and subsidiaries maintaincd effectivc internal control over financial reporting as of December 31, 2006, 
based on criteria established in Internal Control-Integrated Framework issued by the Committee of 
Spinsoring Organizations of the Treadway Commission (COSO). Management of Liberty Media 
Corporation is responsible for maintaining effective internal control over financial reporting and for its 
asscssmtmt 11f the cffectiveness of internal control over financial reporting. Our responsibility is to 
express an opinion on management's asscssment and an opinion on the effectiveness of the Company's 
internal control over financial reporting based on our audit. 

We conducted our audit in accordance with the standards of thc Puhlic Company Accounting 
Oversight Board (United Slates). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether effective internal control over financial reporting was maintained 
in all material rcspects. Our audit includcd obtaining an undcrstanding of internal control w e r  
financial reporting, evaluating management's assessment, testing and evaluating the design and 
operating cffectiveness of internal control, and performing such other procedures as we considered 
nccessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. 

A company's internal control over financial reporting is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generdliy accepted accounting principles. A company's internal 
control over financial reporting includes those policies and procedures that (1) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are 
recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only 
in accordance with authorizations of management and directors of the company; and (3) provide 
reawnable assurance regarding prevention or timcly detection of unauthorized acquisition, use, or 
disposition of the company's assets that could have a material effect on the financial statements. 

detect misstatements. Also, projections of any evaluation of effectiveness to future periods arc subject 
ti1 the risk that controls may become inadequate because of changes in conditions, or that the degree 
of compliance with the policies or procedures may deteriorate. 

In our opinion. managcmcnt's as5essment that lihcrty Media Corporation and subsidiaries 
maintaincd cffective internal control iivcr financial reporting as of December 31, 2006, is fairly stated, 
in all material respects, based on criteria established in Intcmal Control-Integrated Framework issned 
by the Committee of Sponsoring Organizations of the 'Ireadway Commission (COSO).Nso, in our 
opinion, Liberty Media Corporation maintained, in all material respects, effective internal control over 
financial reporting as of Dcccmber 31, 2006, based on criteria established in Internal Control- 
Integrated Framework issued by the Committee of Sponsoring Organizations of the Xeadway 
Cornmission (COSO). 

We also have audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (United States), the consolidated halance sheets of Liberty Media Corporation and 
subsidiaries as of December 31, 2006 and 2535, and the related consolidated statements of operations, 
comprehensive earnings (loss), stockholders' equity, and cash flows for each of the years in the 
three-year period ended December 31, 2006, and our report dated February 28, 2M7 expressed an 
unqualified opinion on those consolidated financial statements. 

W M G  LLP 
Denver, Colorado 
Fcbrudry 28, 2007 

Because of its inherent limitations, internal control over financial reporting may not prevent or 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The b a r d  of Directors and Stockholders 
liberty Media Corporatiun: 

subsidiaries as of December 31, 2006 and 2005, and the related consolidated statements of operations, 
comprehensivt: carnings (loss), stockholders’ cquity, and cash flows for each of the years in the 
three-year period cnded December 31, 2006. These consolidaced financial statements are the 
rcsponsihility of the  Company’s management. Our responsibility is to express am opinion on these 
consolidated financial statcments based on our audits. 

We have audited the accompanying consolidated balance sheets of Liberty Media Corporation and 

We conducted our audits in accordancc with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as wcll as evaluating the overall financial statement presentation. We 
helicve that our audits provide a rcasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all 
material respects, the financial pirritiirn of Iiherty Media Corporation and subsidiaries as [if 
December 31, 2006 and 2005, and the results of their operations and their cash flows for each of the 
years in the three-year period ended Deccmhcr 31. 2 M ,  in conformity with US. generally accepted 
accounting principles. 

As discusscd in note 3 to thc accompanying consolidated financial statements, effective January 1, 
ZWh, the Chmpany adopted Statemerit of Financial Accounting Sldndards No. 123(R), Share Based 
Payment. 

We also havc audited, in accordancc with the standards of the Public Company Accounting 
Oversight Roard (United States), the effectiveness of Liberty Media Corporation’s internal control over 
financial reporting as of December 31, 2006, based on the criteria established in Internal Conhol- 
Inregrmrd Framework issued by the Committee of Spnnsoring Organizations of the Beadway 
Commission (COSO), and our report dated February 28, 2007 expressed an unqualified opinion on 
management’s assessment of, and the effective operation of, internal control aver financial reporting. 

Kt’Mti LLP 

Denver, Colorado 
February 28, 2037 
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 
December 31, 2006 and 2005 

u)o6 2005' 
(amounts i. 

millions) 

- _ _  

A s e t s  
Current assets: 

.$ 3,099 1,896 
1,276 1,059 Trade and other rcceivables, net 

Inventoly, net 83 1 719 

Cash and cash cquivalcnts . . . . . . . . . . . . . . . . . . .  

Program rights. . . . . . . . . . . . . . .  531 599 
Financial instruments (note 7) . . . . . . . . . . . . . . . . . .  239 661 

Total current assets . . . . . . . . . . . .  6,729 5,577 

arrangcments (notc 6) . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . .  21,622 18,489 
Long-term financial instruments (note 7) 1,340 1,123 
Investments in affiliates, accounted i l lr  using the eq od (note 8) . . . . . . . .  1,842 1,908 

( 3 8 3  (250) 
1,146 946 

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  7,588 6,809 

. . . . . . . . . . . . . .  
. . . . . . . .  . . . . . . . . . . . . . . .  . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Other current assets. 241 127 

Assets of discontinued operations (note 5 ) .  512 516 . . . . . . . . . . . . . . . . . . . . . . . . .  _ _ _ _  
. . . . . . . . . . . . . . . . . . . . . . . . . . .  -~ 

Investments in available-for-salc securities and other cost investments, including 
$1,4X2 million and $1.581 million pledged as collateral for share borrowing 

. . . . . . .  , . , , . , . , , , _ .  , , , , , 

Property and equipment, at U J S ~  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,531 1,lYh 
Accumulatcd dcprcciation . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  

.~ ~ 

lntdngiblc assets not  subject l o  amortization (notc 3): 

Trademarks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,471 2,385 

10,059 9,194 

W0 753 
Total assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $47,638 43,965 

(continued) 

~~ 

_ _ ~  
ets suhject to  amortization, net (note 3) . . . . . . . . . . . . . . . . . . . . . .  3,910 3,975 

. . . . . . . . . . . . . . . . . . . . . .  
~~ 

Other assets, a t  cnst, net of accumulated amorticalion 

~~ _ _ _ ~  
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IABER'IT MEDIA CORPORATION AND SllRSlDIARIES 
CONSOIJDATFD BALANCE SHEETS (Continued) 

December 31,2006 and 2005 

Liabilities and Stockholders' Equity 
Current liabilities: 

Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accrued interest. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other accrued liabilities , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Financial instruments (note 7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current portion of debt (note 9 ) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Liabilities of discontinued operations (note 5 )  . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt (note 9) . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term financial instrument "le 7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income tax liabilities (note 10) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other liabilities . . . . . . . . . . . . . . . .  . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
idiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Preferred stock, S.01 par value. Authorized SO,WO,WO shares; no shares issued . . 
Liberty Capital Series A common stock, S.01 par value. Authorized 400,000,000 

shares; issued and outstanding 134,503,165 shares at December 31, 2006 . . . . .  
Liberty Capital Series B common stock, $.01 par value. Authorized 25,ooO,OO0 

shares; issued and outstanding 6,014,680 shares at December 31, 2006 . . . . . . .  
Liberty Interactive Series A common stock, IE.01 par value. Authorized 

2,000,ooO,000 shares; issued and outstanding 623,061,760 shares at 
December 31, 2006 . . . . .  . . . . . .  

125,000,000 shares; issued and outstanding 29,971,039 shares at December 31, 

Stockholders' equity (note 11): 

Liberty Interactive Series B c 

2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Seria A common stock $.01 par value. Issued and outstanding 2,681,745,985 

shares at December 31, 2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Series B common stock $.01 par value. Issued 131,062,825 shares at 

Decemher 31, 2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Additional paid-in capital , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated other compreh earnings, net of taxes ("'AOCE") (note 15) . . .  

Accumulated deficit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
AOCE of discontinued operations. . . .  . . .  

$ 508 49 2 
214 153 

1,035 978 
1,484 1,939 

114 1.379 
113 289 
in1 114 

3,S69 5,344 
_ _ _ _  
~~ 

91784 8;696 
1,747 1,058 _ _ _ _  

25,115 22,555 
290 290 

~~ 

1 

- 6 

27 

I 
28,112 29,074 
5,943 3,412 

9 9 
(12,438) (13,278) 

- 

~~ 

21,633 19,245 
Series B cnmmon stock held in treasury, at cost (l0,000,OOO shares at 

(125) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - _ _ ~  December 3 1,2005) 
Tbtal stockholders‘ equity. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  21,633 19,120 

Total liabilities and stockholders' equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $47,638 41,965 

~~ 

Commitmcnts and contingencies (note 17) 
~~ 
~~ 

.... 
* See note 5 

See accompanying notes to consolidated financial statements 
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF OPERATIONS 

Years ended December 31,2006, ZOOS and 2004 

2006 100.5' 2004. 
(amaunts in mi11isos. 

ex~cpt  p ~ r s h a n  
anomtr) 

~-~ 

. . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . .  $7,326 6.501 5,687 
ogrammingretvices. . . . . . . . . . . . . . . . . . . . . . . . .  1,287 1,145 1,056 

8,613 '7,646 6,743 

Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,555 4,112 3,594 
Operating . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1526 1,397 1,160 
Selling, general and administrative. includmg sfock~hased compensation (note 3) 806 648 696 
Litigation settlement - - 
Depreciatim . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  119 92 91 

Impairment of long~lived assets (note 3 )  113 - - 

_ - -  
_ - -  

Operating costs and expenses: 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (42) 

Amnrtiziltion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  463 453 456 
. . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  

Opcrating inimme . . . . . . . . . . . .  

_ _ _ ~  
7,592 6,702 5,955 

1,021 Y44 788 
_ - _  

Other income (expense): 
Interest expense . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . .  (680) (626) (619) 

Kealized and unrealized gains (loscs) on f trumcnls, net (note 7) . . . . . . . . . . . .  (279) 257 (1,284) 

18 (39) (26) 
(33) (~062) (502) 

Dividend and interest i n m m r  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  214 143 130 
Sharc of earnings of affiliates, net . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  91 13 15 

Gains (Icnses) u n  dispositions, net (notes 6, 11 and IS) . . . . . . . . . . . . . . . . . . . . . . . . . .  601 (361) 1,411 
NontemFrary declines i n  fair value of invesfmmts ( n o s  6) . . . . . . . . . . . . . . . . . . . . .  (4) (449) (129) 
Other, net . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  _ -  

_ _ _ _  
Earnings (loss) from continuing openilom beforc income taxes and minority interest. . . . .  9KK (118) 286 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Income tax beneiit (cxpcnse) (note 10) (252) 126 (159) 
Minority interests in carnings of subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (27) (51) (22) 

~ -~ - 
. . . . . . . . . . . . . . . . . . . . . . . . . . .  Earnings (10s) from cuntioring opcralions 709 (43) 105 

tarningn (loss) from discontinued nprativm, net of taxes (note 5) . . . . . . . . . . . . . .  220 10 (59) 

Net  earnings (Ims) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . .  $ 840 (33) 46 
. . . . . . . . . . . . . . . . . . .  - (89) - Cimulative effect cnf accounting change. ne1 of taxes (note 3) 

_=-  
Net cainings (Im): 

. . .  . . . . . . . . . . . . . . . . .  Liberly Seiies A a i d  Scritia B ~ ~ n m i o i i  stuck 
Liberry Capital common stuck. . . . . . . . . . . .  
L.iberty Interactive common stock . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . .  

46 
. . . . . . . . . . . . . . . . .  

Rasic and diluted carnings (IOU) from continuing operations per common share (note 3): 
Liberty S e r k  A and Series B common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Liberty Capital common stock. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Libcrry lnteractivc common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Liberty Serlw A and Series B common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Liberty Capiral Common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Basic and diluted net carninga (loss) per common share (notc 3): 

Liberty Interactive common SI . .  

. . I .73 

.- 
* See note 5. 

See accompanying notes to consolidated financial statements. 
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF COMPREHENSIVE EARNINGS (LOSS) 

Years ended December 31, 2006, ZOOS and 2004 

Net earnings (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Foreign currency translation adjustments . . . . . . . .  

Unrealized holding gains (losses) arising during the period . . . . . . . . . . . . .  

securities, n e t .  . .  . .  . . . . . . . . . . . . . . . .  

Othcr comprehensive earnings (Ius), net of taxes (nu 

Recognition of previously unrealized foreign curren 

Recognition of previously unrealized losses (gains) on available-for-sale 

Reclass unrealized g security to equity method 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
sive eilrnings (loss) from discontinued operati 

Other comprehensive earnings (loss) . . . . . . . .  . . . . . . . . . . . . . . . . . .  

Comprchcnsive earnings (loss) 

Comprehensive earnings (loss): 
Liberty Series A and Series B common stock. . . . . . . . . . . . .  
Liherty Capital common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Liberty Interactive common stock . .  . . . . . . . . . . . . .  . . . .  

2006 2W5' 2001. -.- ~ ~ 

lamounts in duloas) 
$ 840 (33) 2 _ _ _ _  

111 (5) 20 
312 - 

2,605 (1,121) 1,490 

(185) 217 (486) 

- (197) - 

2,531 (801) 970 

$3,371 (834) 1,016 

$ 755 (834) 1,016 
1,787 - - 

$3,371 (834) 1,016 

- 

(7) (54) - _ _ ~ -  
_ _ _ _ -  

~~- _ _ ~ -  

- - 829 ~ _ _ _  
_ _ ~ -  - _ _  

* See note 5. 

Sce accompanying notes to consolidated financial slatemcnts 
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

Years ended December 31,2006, 2405 and 2004 

Net earnings (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments In recondc net earnings (loss) to net cash provided by operating activities: 

L o s  (earnings) from discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cumulative effect of accounting change . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Dcoreciation and amortization. ~~ . . . . . . . .  

I R40 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  
lmpairrneni of long-livcd assts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Stmk~bdscd compcnsation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Pavmcnts of stack-based wmvensation . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~~. ~. 
Njncash intcrcs1 cxpensc . . . . . . . . . . . . . .  . . . . . . . . . . .  ion 101 
Share of earnings of affiliates. net . . . . . . . . .  . . . . .  (91) (13) (is) 
Realizcd and unrsalired l o s v ~  (pains) on financial insnumenis, nci . . . . . . . . . . . . .  279 (257) 1.284 
Lasses (gains) on disposition of assets, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (607) 361 (1,411) 

4 449 129 Nantemporary decline in fair value of i n ~ ~ i r n e n t s ,  
Minority inleresls in earnings of wbaidiarier 21 51 
Deferred income tax benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (465) (389) 
Other noncash charges, ne t .  . . . . .  . . . . . . . . . . . . .  44 41 
Changes in operating assets and liabi ities. net of thc effect of acqui6itians and 

. . . . . . . . . . . .  

. . . . . . . . . . . .  . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

dimosiliuns: 

22 

20 
(194) 

Current a s c t s  . . . . . . . . . . . . . . . . . . . . . . . . . .  
Payablss and othcr currcnt liabilitics . . . . . . . . . . . .  

. . . . . . .  

Cash proceeds f rom dispositions . . . . . . . . . . . . . . . . .  
Premium pmceedr from origination of derivatives . . . . . .  
Net p r ~ e c d s  from ~et t lcmcst  of derlvatira . . . . . . . . . .  
Invcslments in and loans to cos1 and equity investees . . . .  
Cash paid for acquisitions, net of cash acquirrd . . . . . .  

Net cash provided by operating BctivitieS 
Cash flows from investing activities: 

. . . . . . . . . . . . . . . . . . .  1310) . . . . . . . . . . . . . . . . . . . .  660 __ 

. . . . . . . . . . . . . . . . . . .  1,005 
~ 

. . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . .  

Capital crpendit&s . . . . . . . . .  1 . . . . . . . . .  
Net sales (purchases) of short  i e rm investments . . . . . .  
Repurchases of subsidiary common stock . . . . . . . . . .  
Other investing activities, n e t .  . . . . . . . . . . . . . . . . . . .  

Net cash provided hy invcsting activities 10 
Cash fluwr from financing aclwities: 

Borrowings of dcbt . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Rcnavments of dch t .  . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  

861 
(t .RO1) 

. . . . . . . .  ,A'! 
. . . . . . .  (2.19' 

. . . . . . . . . .  (954) 
I ,  

Repurahmcs of Liberty Common stock . . . . . . . . . . . .  
Othcr financing activities. nct . . . . . . . . . . . . . . . . .  

Net cash provided (used) by financing activities . . . . .  
~ ~ Effect ut toreipn currency exchange rates on cash . . ~ ~ 

Net cash pmvided io discontinued operatinns: 
Cash provided hy operating activilics . . . . . . . . . . . . .  
Cash used by investing sclivitirs . . . . . . . . . .  
Cash provided hy financing actnllirs . . . . . . . . . . . . . . .  
Change in svaikblc cash held by dscuntinued operaoons . 

Net cash provided by (to) discontinued operations. . . . .  
Net inmeax (drcrcasc) in  cash and cash equivalents. . 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents at  end of year . . . . . . . . .  

. . . . .  

* see nu1c 5. 

. . . . . . . . . . .  

. . . . . . . . . . .  

. . . . . . . . . .  62 

. . . . . . . . .  (62) 

. . . . . . . . . .  
- . . . . . . . . . .  __ 

. . . . . . . . . .  1 

. . . . . . . . . .  1,203 

. . . . . . . . . .  1,896 

. . . . . . . . . .  $ 3,099 

__ 

__ 
___ - 

. . . . . . . . . . .  

. . . . . . . .  

. . . . . . . . . .  

. . . . . . . . . . .  

. . . . . . . . . . .  

. . . . . . . . . . .  
1.896 1.324 . . . . . . .  

See accompanying notes to consolidated financial statements 
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

December 31,2006,2005 and 2004 

(1) Basis of Presentation 

On May 9, 2006, Liberty Media Corporation (formerly known as Liberty Media Holding 
Corporation, “Liberty” or the “Company”) completed the previously announced restructuring (the 
“Restructuring”) pursuant to which the Company was organized as a new holding company. In thc 
Restructuring, Liberty became the new publicly tradcd parent company of Liberty Media LLC 
(formerly known as Liberty Media Corporation. “Old Liberty”). In the Restructuring, each holder of 
Old liberty's wmmon stock received for each share of Old Liberty’s Series A common stock held 
immediately prior to the Restructuring, 0.25 of a share of the Company’s Liberty Interactive Series A 
common stock and 0.05 of a share of the Company’s Liberty Capital Series A common stock, and for 
each share of Old Liberty’s Series B common stock held immediately prior to the Restructuring. 0.25 of 
a share of the Company’s Liberty Interactive Series B common stock and 0.05 of a share of the 
Company’s Liberty Capital Series B common stock, in each case, with cash in lieu of any fractional 
shares. Liberty is thc succcssor reporting company to Old Libcrty. 

The accompanying consolidated financial statements include the accounts of Liberty and its 
controlled subsidiaries~ All significant intercompany accounts and transactions have been eliminated in 
consolidation. 

Liberty is a holding company which, through its ownership of interests in subsidiaries and othcr 
companies, is primarily cngagcd in the video and on-line commerce, media, conimunications and 
cntertainment industries in North America, Europe and Asia. 

( 2 )  Packing Stocks 

On May Y; 2006, the stockholders of Old Liberty approved five related proposals which allowed 
Old Liberty to restructure its company and capitalization. As a result of the Restructuring, all of the 
Old Liberty outstanding mmmon stock was exchanged for two new tracking stocks, Liberty Interactive 
common stock and Liberty Capital common stock, issued by Liberty, a newly formed holding company. 
Each tracking stock issucd in the Restructuring is intended to track and reflect the economic 
perfiirmance 01 one of two newly designated groups, the Interactive Group and the Capital Group, 
rrspcctively. 

economic performance of a particular husineu or “group,” rather than the cconoinic perfomniance of 
the company as a whole. Whilc the Interactive Group and the Capital Group have separate collections 
of businesses, assets and liabilities attributed to them, neither group is a separate legal entity and 
therefore cannot own assets, issue securities or enter into legally binding agrrcmeuts. Holders of 
tracking stocks have no riircct claim lo the group’s stock or assets and are not represented by separate 
boards of directors. Instead, holders of tracking stock are stockholders of the parent corporation. with a 
singlc board of directors and suhject to all of the risks and liabilities of the parent corporation. 

‘l‘hc tcrm “Interactive Group” does not represent a separate legal entity, rather it represents those 
busincsses, assets and liabilities which Liberty has attributed to that group. The assets and businesses 
Liberty has attrihutcd lo the Interactive Group are those cngaged in video and on-line commerce, and 
include its interests in QVC, Inc. (“QVC”), Provide Commerce, Inc. (“Provide”), BuySeasons, Inc. 
(“BuySeasons”), Expedia, Inc. and lAC/InterActiveCorp. The Interactive Group Will also include such 
uther businesses, assets and liabilities that Liberty’s board of directors may in thc future determine to 
attributc to the lnteractivc Group, including such other businesses and assets as Libcrty may acquire 

Tracking stock is a type of common stock that the issuing company intends t(i reflect or “track” the 
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LIBERTY MEDIA CORPORATION AND SUBSlDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
December 31,2006,2005 and 2004 

fnr the Interactive Group. In addition, Liberry has attributed $3,108 million principal amount (as of 
December 31. 2006) of its existing publicly-traded debt to the Interactive Group. 

of Liberty’s businesses, assets and liabilities other than those which have been attributed to the 
Interactive Group. The assets and businesses attributed to the Capital Group include Liberty’s 
subsidiaries: Slarz Entertainment, LLC (formerly known as Starz Entertainment Group L E )  (“Stan 
Entertainment”), Starz Media, LLC (formerly known as IDT Entertainment, Inc.) (“Stan Media”), 
TruePosition, Inc. (“TruePosition”) and FUN Technologies, Inc. (“FUN”); its equity affiliates: GSN, 
LLC and WildBlue Communications, Inc.; and its interests in News Corporation, Time Warner Inc. and 
Sprint Nextel Corporation. The Capital Group will also include such other businesses, assets and 
liabilities that Liberty’s board of directors may in the future determine tu  attribute to the Capital 
Group, including such other businesses and assets as Liberty may acquire for the Capital Group. In 
addition, Liberty has attributed $4,580 million principal amnunt (a? of December 31, 2006) of its 
existing publicly traded debt to the Capital Group. 

See Exhibit 99.1 tu this Annual Report on Form 10-K for unaudited attributed financial 
information for Liberty’s tracking stock groups. 

(3) Summary of Significant Accuunling Policies 

Cmh and Cash Equivcrkds 

Cayh equivalents consist of investments which are readily convertible into cash and have maturities 

The term “Capital Group” also does not represent a separate legal entity, ratber it represents all 

of three months or less at the time of acquisition. 

ReceivoMes 

Receivables are reflected net of an allowance for doubtful accounts. Such allowance aggregated 
$72 million and $66 million at December 31, 2006 and ux)5, respectively. A summary of activity in the 
allowance for doubtful accounts is a? follows: 

Balana Additions B.ln.er 
bglnning Charged Deductwas. endor 
“ly- I” erpene Arquisitiuns U r i t e d r s  yew 

bmounts in millions) 
_ _ _ _  __ 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 35) - 72 - - - - - - 14 

- (34) - 66 
- ZW6 $66 27 

2005 $63 37 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - - - - - - - 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (34) - 63 - 

- - - - - 2004 378 19 - - 

Inventory 

Inventory, consisting primarily of products held for sale. is stated at the lower of cost or market. 
Cost IS determined hy the average cost method, which approximates the first-in, fust-out method. 
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

December 31,2006,2005 and 2004 

Program Righis 

Program rights arc amortized on il film-by-film basis over the anticipated number of exhibitions. 
Program rights payable are initially recorded at the estimated cost of the programs when the film is 
available for airing. 

Investmmrd in Films and E&vision Progmmr 

Investment in films and television programs generally includes the cost of proprietary films and 
television programs that havc been rclcased, completed and not released, in production, and in 
development or pre-production. Capitalized costs include the acquisition of story rights the 
development of stories, production labor, postproduction costs and allocable overhead and interest 
costs. Iiivestment in filnis and television programs is stated at the lower of unamortized cost or 
estimated fair value on an individual film basis. Investment in films and television programs is 
amortized using the individual-film-forecast method, whereby the costs are charged to expense and 
participation and residual costs are accrued based on the proportion that current revenue from the 
films bear to an estimate of total revenue anticipated from all markets (ultimate revenue). Ultimate 
revenue estimates may not excccd ten years following the date of initial release or from the date of 
delivery of the first episode for episodic television series. 

carrying value of invesnnent in films and television programs may be required as a consequence of 
changes in management's future revenue estimates. 

Investment ii i  films and tekvisioii programs in development or pre-production is periodically 
rcvicwed to determinc whelhcr they will ultimately be used in the production of a film. Costs of films 
in development or pre-production are charged to expense if the project is abandoned, or if the film has 
not been set for production within three years from the time of the first capitalized tramaction. 

The investment in films and television programs is reviewed for impairment on a title-by-title basis 
when an cvenl or change in circumstances indicates that a film should he assessed. If the estimated fair 
valuc of a film is less than its unamortized cost. then the cxcess of unamortized costs over the 
crtiniated fair value is charged to cxpnse. 

Estimates of ultimate revenue involve uncertainty and it is therefore possible that reductions in the 

Invcsrmenls 

.4U markctable equity and debt Fecuritics hcld by the Company are classified as available-for-sale 
(%E") and are carried at fair value. Unreahred holding gains and losses on AFS securities are carried 
net of taxes as a component of accumulated other comprehensive earnings in stockholders' equity. 
Realizcd gains and losses arc dctermined on an average cost basis. Other investments in which the 
Company's ownership interest is less than 2n% and are not considered marketable securities are carried 
a t  cost. 

For those investments in affiliates in which the Company has the ability to exercise significant 
influence, the cquity method of acuiunting is used. Under this method, the investment, originally 
recorded at cost, is adjusted to recognize thc Company's sharc of net earnings or  losses of the affiliatcs 
as they occur rather than as dividends or other distributions are received. Losses are limited to the 
extent of the Company's investment in, advances to and commitments for the investee. The Company's 
share of net earnings or loss of affiliates also includes any other-thawtempwary declines in fair value 
recognized during the period. 
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LIBERTY MEDIA CORPORATION AND SUBSIDIAFUES 
NOTES TO CONSOLIDATED FINANCIAL. STATEMEmS (Continued) 

December 31, 2006,2005 and 2004 

Changes in the Company’s proportionate share of the underlying equity of a subsidiary or equity 
method investee, which result from the issuance of additional equity securities by such subsidiary or 
equity investee, are recognized as increases or decreases in stockholden’ equity. 

The Company continually reviews its investments to determine whether a decline in fair value 
below the cost htqis is other than temporary (“nontemporary”). The primary factors the Company 
considers in its determination are the length of time that the fair value of the investment is below the 
Cnmpany’s carrying value; and the financial condition, operating performance and near term prospects 
of the investee. In addition, the Company considers the reason for the decline in fair value, be it 
general market conditions, industry specific or investee specific; analysts’ ratings and estimates of 
12 month share price targets for the investee; changes in stock price or valuation subsequent to the 
balance sheet date; and the Company’s intent and ability lo hold the investment for a period of time 
sufficient to allow for a recovery in fair value. If the decline in fair value is deemed to be 
nontemporary, the cost basis of the security is written down to fair value. In situations where the fair 
value of an investment is not evident due to a lack of a public market price or other factors, the 
Company uses its best estimates and assumptions to arrive at the estimated fair value of such 
investment. The Company’s assessment of the foregoing factors involves a high degree of judgment and 
accordingly, actual results may differ materially from the Company’s estimates and judgments. 
Writedowns for cost investments and AFS securities are included in the consolidated statements of 
operations as nontemporary declines in fair values of investments. Writedowns for equity method 
investments are included in share of earnings (losses) of affiliates. 

Derivative lnstnrrnenfs and Hedging Activities 

The Cnmpany uses various derivative instruments including equity collars, written put and call 
options, hond swaps and interest rate swaps to manage fair value and cash flow risk associated with 
many of its investments and some of its variable rate debt. Libcrty’s derivative instruments are executed 
wilh counterparties who are well known major financial institutions. While Liberty believes these 
derivative instruments effectively manage the risks highlighted above, they are subject to counterparty 
credit risk. Counterparty credit risk is the risk that the counterparty is unable to perform under the 
tcrms of the derivative instrument upon settlement of the derivative instrument. To protect itself against 
credit risk associated with these counterparties the Company generally: 

* executes its derivativc instruments with several different counterparties, and 

* executes equity derivative instrument agreements which contain a provision that requires thc 
counterparty to post the “in the money” portion of the derivative instrument into a cash 
collatcral account for the Company’s benefit, if the respective counterparty’s credit rating for its 
senior unsecured debt were to reach cmtain levels, generally a rating that is helow Standard & 
Poor’s rating of A - and/or Moody’s rating of A3. 

Due to the importance of these derivative instruments to its risk management strategy, Liberty 
actively monitors thc creditworthiness of each of its countcrparties. Bascd on its analysis, the Company 
currently considers nonperformance by any of its counterparties to be unlikely. 

Liberiy accounts fur its derivatives pursuant to Statement of Financial Accounting Standards 
No. 133, “Accounfing for Uenvatiw Inslntmenfs and Hedging Adiviries” (“Statement 133”) and related 
amendments and interpretations. All derivatives, whether designated in hedging relationships or not, 
are recorded on the balance sheet a t  fair value. If the derivativc is designated as a fair value hedge, thc 
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LIBERW MEDIA CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

December 31,2006,2005 and u)O4 

changes in the fair valuc of the derivative and of the hedged item attributable to the hedged risk are 
recognized in earnings. I f  the derivative i s  designated m a cash flow hedge, the effective portions of 
changes in the fair value of the derivative are recorded in other comprehensive earnings and are 
recognized in the statement of operations when the hedged item affects earnings. Ineffective portions 
of changes in the fair value of cash flow hedges are recognized in earnings. If the derivative is not 
designatcd as a hcdge, changcs in the fair value of the derivative are recognized in earnings. During 
ZOOh, the Company entered into several interest rate swap agreements to mitigate the cash flow risk 
associated with interest payments rclated lo certain of its variable rate debt. These interest rate swap 
arrangements have been designated as cash flow hedges. The Company assesststhe effectiveness of its 
interest ratc swaps using the hypothetical derivative method. Hedge ineffectiveness had no impact on 
earnings for thc year ended Deccmber 31, 20%. Nonc of the Company’s other derivatives have been 
designated as hedges. 

using third pa ty  estimates or the Black-Scholes model. The Black-Scholes model incorporates a 
number of variables in determining such fair values, including expected volatility of the underlying 
sccurity and an appropriate discount rate. 711e Company obtains volatility rates from independent 
murccs hased on the expected volatility of the underlying security over the term of the derivative 
instrumcnt. The volatility assumption is evaluated annually to determine if it should be adjusted, or 
more often if there are indications that it should be adjusted. A discount rate is obtained at the 
inception of the derivative instrument and updated each reporting period based on the Company’s 
estimate of the discount ratc at which it could currently settle the derivative instrument. Considerable 
management judgment is required in estimating the Black-Scholes variables. Actual results upon 
settlement or unwinding of derivative instruments may diffcr matcrially from thcsc cstimates. 

Thc fair valnc of the Company’s equity collars and other similar derivative instruments is estimated 

Properly and Equipment 

Property and equipment. including significant improvements, is stated at cost. Depreciation is 
computed using the straight-line method using estimated useful lives of 3 to 20 years for support 
equipment and 10 to 40 years for huildings and improvements. 

Intangible Assets 

The Curnpany accounts for its intangible assets pursuant to Statement of Financial Accounting 
Standards No. 142, “Goodwill and Orher Inrangtble Assets” (“Statement 142”). Statement 142 requires 
that goodwill and other intangible assets with indefinite useful lives (collectively, “indefinite lived 
inlangiblc asscts”) not be amortizcd, hut instead be tested for impairment at least annually. Equity 
method goodwill is also not amortized, but continues to be considered for impairment under 
Accounting Principles Board Opinion No. 18. Statement 142 also requires that intangible assets with 
estimable useful lives be amortized over their respective estimated useful lives to their estimated 
residual values, and reviewed for impairment in acrardance with Statement of Financial Accounting 
Standards No. 144, “Accounting for the Inipaimrent or Dispsal of Long-Lived Assets” (“Statement 144”). 

Statement 142 requires the Company to perform an annual assessment of whether there is an 
indication that goodwill is impaired. To accomplish this, the Company identifies its reporting units and 
detrrmines the carrying value of each reporting unit by assigning the asset8 and liabilities, including the 
existing goodwill and intangible assets, to those reporting units. Statement 142 requires the Company to 
eonsidcr equity method affiliates as separate reporting units. As a result, a portion of the Company’s 
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOIIDATED FINANCIAL STATEMENTS (Continued) 
December 31,2006,2005 and 2004 

enterprise-level goodwill balance is allocated to various reparting units which include a single equity 
method investment as its only asset. This allocation is performcd for goodwill impairment testing 
purposes only and does not change the reported canying value of the investment. However, to the 
extent that all or a portion of an equity method investment which is part of a reporting unit containing 
allwated goodwill is disposed of in the future. the allocated portion of goodwill will bc relieved and 
included in the calculation of the gain or loss on disposal. 

trading prices and other means. ‘lhc Company then compares the fair value of each reporting unit to 
the reporting unit’s carrying amount. To the extent a reporting unit’s carrying amount exceeds its fair 
value, the Company compares the implied fair value of the reporting unit’s goodwill, determined hy 
allocating the reporting unit’s fair value to all of its assets (recognized and unrecognized) and liabilities 
in a manner similar to a purchase price allocation, to its carrying amount, and records an impainnent 
chargc to the extcnf the carlying amount exceeds the implied fair value. 

The Company determines the fair value of its reporting units using independent appraisals, public 

GoodwiN 

Changes in the carrying amount of goodwill are as follows: 

Slpur 
QVC Entertainment Other TOM 

(anaunts in millions) 
_ -  

HdkdnCe at JaIlUdry 1, 2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Foreign currency translation adjustments . . . . . . . . . . . . . . . .  
Other. . . . . . . . .  . . .  . . . . . . . . . .  

Balance at Decemhcr 31, 2005 . . . . . . . . . . . . . . . . . . . . . . . . .  
Acquisitions( 1) . .  
Disposition(2) . . . . . . . . . . . . .  . . . . . . . . . . . . .  
Impaiimenl(3) . . . . . . . . .  . . . . . . . . . . . . . . . . .  
Foreign currency translation adjustments . . . .  . . .  

. . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . .  

Othcr(4). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Balance at December 31. 2006 . . .  . . . . . . . . . . . . . . . . . . .  

$5,264 
23 

(14) 
5,273 

5 
~ 

- 
6n 
78 

$5,416 
~ 

__ __ 

156 6,803 
- 23 

153 6,669 
878 863 

(3) (17) 

(124) (124) 
(111) (111) 

- -  

- 60 
5 71 

801 7,588 
- -  
= =  

During the year cndcd December 31, 2LK6, Liberty and 11s subsidiaries completed several 
acquisitions, including the acquisition of controlling interests in Provide, FUN, Buyseasons and 
IDT Entertainment, Inc., for aggregate cash consideration of $876 million, net of cash acquired, 
the issuance of Liberty common stock and the assumption of debt. In connection with these 
acquisitions, Iiherty recorded guodwill of $883 million which represents the difference between the 
Lwnsiderdtion paid and the estimated fair value of the assets acquired. Such goodwill is subject to 
adjustment pending completion of the Company’s purchase price allocation process, including 
finakation nf third-party valuations. 

During the second quarter of Zooh, the Company sold its SO% interest in Courtroom Television 
Network, 1.I.C (“Court TV”). In connection with such sale, the Company relieved $124 million of 
enterprise-level goodwill that had been allocated to the Court TV investment. 

Liberty acquired its interest in FUN in March 2006. Subsequcnt to its acquisition, the market value 
of FUN’S stock has declined significantly due to the performance of certain of FUNS subsidiaries 
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